
From: Michelle Herrman
To: Gaines, Luke
Subject: Notification of Request for RUS approval of Purchase Power Agreement
Date: Wednesday, January 10, 2018 9:19:00 AM
Attachments: image001.png

RUS Request Letter.pdf

Luke,

I wanted to let you know that we have signed our agreement for the Purchase of 58 MW of power.  I
am forwarding to you our request for approval that was sent to RUS on Friday.  Please let me know if
you have any questions. 

I am still trying to get a more clearer picture of the amount of collateral that would be required to be
provided.  I’m hoping to have more information before weeks end.

Thank you.

Michelle D. Herrman, CPA, PHR
Vice President of Finance
Office:  606-451-4337

Attachment:  See RUS Request Letter in this file below

mailto:michelleh@skrecc.com
mailto:LGaines@cobank.com
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South Kentucky RECC is an equal opportunity employer and provider. 


 
 
January 5, 2018 
 
David Hui, Chief 
USDA/RUS/OPMRA 
Room 0270-S Bldg. 
1400 Independence Ave., SW 
Washington, DC  20250-1568 
 
 
Dear Mr. Hui, 
 
South Kentucky Rural Electric Cooperative Corporation, Inc. (“SKRECC” or “KY 054”) would like to 
request approval to enter into an agreement with Morgan Stanley Capital Group to purchase 58 
Megawatts (“MW”) of power on a 7x24x365 basis for a period of 20 years commencing on July 1, 2019 
via the PJM Interconnection, Inc. market.   
 
On November 28, 2017, we notified our current Wholesale Power Provider, East Kentucky Power 
Cooperative Corporation, Inc. of our intention to exercise our option under Amendment Three to the 
Wholesale Power Contract between SKRECC and EKPC dated October 1, 1964, and as further clarified 
by a Memorandum of Understanding and Agreement Regarding Alternate Power Sources 
(“Memorandum of Understanding or MOU”), dated July 16, 2015. 
 
Specifically, we request your approval: 
 
1. To enter into the contract with Morgan Stanley Capital Group pursuant to Article VI, Section 6.5 (c) 
of our Kentucky 0054-BD8-Wayne RUS Loan Contract dated November 1, 2016. 
 
2.  To deviate from Article VI, Section 6.13 (e) of our Kentucky 0054-BD8-Wayne RUS Loan Contract 
dated November 1, 2016.  We intend to utilize a Master letter of credit to satisfy our collateral 
requirements during the course of our contract.  This may require the issuance of a letter of credit that 
could exceed the limitations noted in this section. 
 
For your review, we are including the following documents. 
 
1. Three Copies of our Contract Agreement with Morgan Stanley Capital Group (One official copy and 
two certified copies) 
2.  Board Resolution approving the contract 
3.  Amendment 3 to our Wholesale Power Contract with East Kentucky Power Cooperative Corporation 
4. Memorandum of Understanding in conjunction with the Amendment 3 with East Kentucky Power 
Cooperative Corporation 
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It is our hope that we have included all of the necessary documents to aid in your review of our request.  
Please note that we are seeking Kentucky Public Service Commission (“KYPSC”) approval 
simultaneously with our request to you.  All contract agreements with Morgan Stanley Capital Group 
are subject to receiving KYPSC and your approval. 
 
If any additional information is needed, please contact Michelle Herrman, Vice President of Finance.  
Her contact email is michelleh@SKRECC.com and phone 606-451-4337.   
 
We are very excited about this opportunity to provide lower cost energy to our members.  We look 
forward to your review and approval.  
 
Sincerely, 
 
 
 
Dennis Holt 
Interim President and CEO 
 


CC: Mike Norman, GFR 
       Ashley Welch, NRUCFC 
       Luke Gaines, CoBank 
 







1

Michelle Herrman

From: Gaines, Luke <LGaines@cobank.com>
Sent: Monday, March 5, 2018 3:32 PM
To: Michelle Herrman
Subject: RE: Markout Master & Financial Capacity Agreements

Thanks Michelle, 

I will let you know it there are concerns, but I am sure if the Kentucky PSC is okay with it we will be comfortable as well. 

Luke Gaines 
Office: 770‐618‐3220 
Mobile: 404‐805‐0007 

From: Michelle Herrman [mailto:michelleh@skrecc.com]  
Sent: Monday, March 05, 2018 3:29 PM 
To: Gaines, Luke <LGaines@cobank.com> 
Subject: Markout Master & Financial Capacity Agreements 

Luke, 

Here are the other two documents related to our Purchase Power Agreement that you requested.  Please let me know if 
there are any concerns. 

Thank you. 

Michelle D. Herrman, CPA, PHR 
Vice President of Finance 
Office:  606‐451‐4337 
Cell: 606‐875‐8041 

Unless specifically stated, (i) this email does not create a legal relationship between CoBank, ACB, including its subsidiaries and affiliates (collectively “CoBank”) and 
the recipient, and (ii) CoBank disclaims any liability for the content of this email or for the consequences of any actions taken on the basis of the information provided 
in this email or its attachments. This email is intended solely for the use of the intended recipient(s) and may contain information that is confidential, privileged or 
otherwise protected from disclosure. If you are not the intended recipient of this email, please notify the sender, and delete it from your system. In communicating via 
email with CoBank, you consent to the foregoing.  

CoBank, 6340 S. Fiddlers Green Circle, Greenwood Village, CO 80111 www.cobank.com

Attachments: See application Exhibit 5 and 8



From: Michelle Herrman
To: "Bishara, George - RD, Washington, DC"
Cc: Colberg, Chris - RD, Helena, MT
Subject: RE: KY 054 Question regarding Purchase Power Agreement and Derivatives
Date: Thursday, January 25, 2018 5:39:00 PM
Attachments: image001.png

George,

Yes, We do not believe there are any embedded derivatives in the contract.

Thank you.

Michelle D. Herrman, CPA, PHR
Vice President of Finance
Office:  606-451-4337
Cell: 606-875-8041

From: Bishara, George - RD, Washington, DC [mailto:George.Bishara@wdc.usda.gov] 
Sent: Friday, January 19, 2018 3:45 PM
To: Michelle Herrman <michelleh@skrecc.com>
Cc: Colberg, Chris - RD, Helena, MT <Chris.Colberg@wdc.usda.gov>
Subject: RE: KY 054 Question regarding Purchase Power Agreement and Derivatives

Michelle,

As long your purchase power agreement doesn’t have any embedded derivatives in it we take no
exception to the accounting suggested below. Has your auditor confirmed that there are no
embedded derivatives in the contract?

George S. Bishara | Systems Accountant
Rural Development
United States Department of Agriculture
1400 Independence Ave., S.W.  Stop 1523| Washington, D.C. 20250
Phone: 202.692.0120 | Fax: 202.720.8265
www.rd.usda.gov

"Committed to the future of rural communities"

From: Michelle Herrman [mailto:michelleh@skrecc.com] 
Sent: Thursday, January 18, 2018 3:46 PM
To: Bishara, George - RD, Washington, DC <George.Bishara@wdc.usda.gov>

mailto:michelleh@skrecc.com
mailto:George.Bishara@wdc.usda.gov
mailto:Chris.Colberg@wdc.usda.gov
http://www.rd.usda.gov/
mailto:michelleh@skrecc.com
mailto:George.Bishara@wdc.usda.gov

South Kentucky






Subject: RE: KY 054 Question regarding Purchase Power Agreement and Derivatives

George,

Our independent auditors have provided some additional information from the FASB related to
Hedging and Derivatives.  After reading their guidance in FASB Section 815-10-15 under scope and
scope exceptions, we believe that our Power Purchase agreement is excluded from treatment as a
derivative.  Specifically, Paragraph 15-13b and 15-45a and c.

At this time, we intend to account for the purchase of power under this agreement as we currently
do with our power purchased from our G&T.  We will; however, provide disclosure of the
commitment in our financial statement report.

Please let me know if you have any concerns.

I sat in on the webinar today, thank you for hosting.  I always find them to be very informative.  This
one was no different…thank you.

Michelle D. Herrman, CPA, PHR
Vice President of Finance
Office:  606-451-4337

From: Bishara, George - RD, Washington, DC [mailto:George.Bishara@wdc.usda.gov] 
Sent: Thursday, January 18, 2018 9:33 AM
To: Michelle Herrman <michelleh@skrecc.com>
Subject: RE: KY 054 Question regarding Purchase Power Agreement and Derivatives

Michelle,

I will need to do some research on this and I’ll try to get you an answer by next week.

George S. Bishara | Systems Accountant
Rural Development
United States Department of Agriculture
1400 Independence Ave., S.W.  Stop 1523| Washington, D.C. 20250
Phone: 202.692.0120 | Fax: 202.720.8265
www.rd.usda.gov

"Committed to the future of rural communities"

From: Michelle Herrman [mailto:michelleh@skrecc.com] 

mailto:George.Bishara@wdc.usda.gov
mailto:michelleh@skrecc.com
http://www.rd.usda.gov/
mailto:michelleh@skrecc.com


Sent: Tuesday, January 16, 2018 1:05 PM
To: Bishara, George - RD, Washington, DC <George.Bishara@wdc.usda.gov>
Subject: KY 054 Question regarding Purchase Power Agreement and Derivatives

Mr. Bishara,

South Kentucky RECC (KY 054) has recently entered into a 20 year contract to purchase 58MW of
Energy and an 18 year contract to purchase 68 MW of Capacity.  To summarize, we have agreed to
purchase a consistent block of energy (7x24x365) from Morgan Stanley Capital Group. They will
provide this energy through a PJM Market Interconnection that will pass to us through East Kentucky
Power ( our G & T).  The 58 MW consist of about 40% of our kWh energy requirements on an annual
basis. The costs involve a firm fixed cost that will not change during the life of the contract for
energy.  The Capacity Charge is a fixed price, but with a modification.  There is incremental pricing
for the capacity charge.  There is an initial auction price, then the initial auction price may change
during two incremental auctions.  We have an agreed upon price for the initial auction, but may
have exposure in pricing due to the incremental auctions.  (Exposure up or down).

We still are under contract with East Kentucky power, but our wholesale purchase agreement with
them allows us to purchase a portion of our energy needs from alternate sources.

We need some guidance in determining if there is any special accounting treatment required for this
type of contract.  We have asked our local audit firm to review to determine if they feel we need to
consider this arrangement a derivative or a hedge transaction.  We are hoping that RUS has provided
some guidance for proper accounting and determination as to whether this type of purchase power
agreement requires special treatment. 

We have submitted a request to review and approve our contract with David Hui’s office,
USDA/RUS/OPMRA.  This request was send January 5, 2018.  Similarly, we also must submit the
contract for approval with the Kentucky Public Service Commission.  Our tentative submission date is
January 26, 2018.

We would appreciate your guidance regarding any special accounting treatment.  Please let me
know if you need any specific information to assist with this guidance.  While our contract with
Morgan Stanley does not begin until June 2019, we must determine the appropriate accounting
treatment prior to our close out of 2017 and our presentation to the Public Service Commission.

I appreciate your consideration of our request.  Please let me know if your need any additional
information.

Thank you.

Michelle D. Herrman, CPA, PHR
Vice President of Finance
Office:  606-451-4337

mailto:George.Bishara@wdc.usda.gov


This electronic message contains information generated by the USDA solely for the intended
recipients. Any unauthorized interception of this message or the use or disclosure of the information
it contains may violate the law and subject the violator to civil or criminal penalties. If you believe
you have received this message in error, please notify the sender and delete the email immediately.



From: Ashley Welsh
To: Michelle Herrman
Subject: RE: Notification of Request for RUS approval of Purchase Power Agreement
Date: Wednesday, January 10, 2018 2:12:51 PM
Attachments: image002.png

image003.png

Hi Michelle,

Thank you very much for the request letter to RUS.

Here are some terms of the Master Letter of Credit facility:

· The Master Letter of Credit facility is unsecured
· The term/maturity of the facility is up to 5 years from closing date
· The annual Master Letter of Credit facility fee, which is 15 basis points, will be charged upon

closing and annually on the anniversary date. The facility fee is charged based on the full
amount of the facility, regardless of the usage.

· The issuance fee for a letter of credit under the Master LOC is 75 basis points and will be
charged at the issuance and annually on the anniversary date. If there is a need to amend a
previously issued letter of credit, there would be an amendment fee of $500.

· In the event of a draw, the Borrower will repay any draw within one year of the date of the
draw. It will accrue interest at the standard CFC Line of Credit Rate and earn patronage
capital.

To answer your question, the Master Letter of Credit would not be supported by a line of credit, but
if the Master Letter of Credit facility exceeds 23 months, our legal department would deem PSC
approval necessary to clear CFC loan documents and put the facility in place.

As always, please feel free to reach out with any questions.

Thank you,
Ashley

~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~

Ashley Welsh
Associate Vice President

National Rural Utilities
Cooperative Finance Corporation
20701 Cooperative Way
Dulles, VA 20166
Office: 703-467-1845 or toll-free 800-424-2954
Fax: 703-467-5652

mailto:michelleh@skrecc.com
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Email:  Ashley.Welsh@nrucfc.coop

From: Michelle Herrman [mailto:michelleh@skrecc.com] 
Sent: Wednesday, January 10, 2018 9:16 AM
To: Ashley Welsh
Subject: Notification of Request for RUS approval of Purchase Power Agreement

Hi Ashley,

I wanted to let you know that we have signed our agreement for the Purchase of 58 MW of power.  I
am forwarding to you our request for approval that was sent to RUS on Friday.  Please let me know if
you have any questions. 

I would also like to talk more fully about the letter of credit requirements. Our contract does not go
into effect until 2019, so we do have some time to work on this, but it would be helpful to know
what CFC would require.  Would the Master letter of Credit need to be supported in someway by a
line of credit?  I ask because we would need to get PSC approval for a line of credit that would
exceed more than 24 months.

Thank you.

Michelle D. Herrman, CPA, PHR
Vice President of Finance
Office:  606-451-4337

mailto:Ashley.Welsh@nrucfc.coop


 Albany 606-387-6476   Monticello 606-348-6771   Russell Springs 270-343-7500   Whitley City 606-376-5997 
South Kentucky RECC is an equal opportunity employer and provider. 

January 5, 2018 

David Hui, Chief 
USDA/RUS/OPMRA 
Room 0270-S Bldg. 
1400 Independence Ave., SW 
Washington, DC  20250-1568 

Dear Mr. Hui, 

South Kentucky Rural Electric Cooperative Corporation, Inc. (“SKRECC” or “KY 054”) would like to 
request approval to enter into an agreement with Morgan Stanley Capital Group to purchase 58 
Megawatts (“MW”) of power on a 7x24x365 basis for a period of 20 years commencing on July 1, 2019 
via the PJM Interconnection, Inc. market.   

On November 28, 2017, we notified our current Wholesale Power Provider, East Kentucky Power 
Cooperative Corporation, Inc. of our intention to exercise our option under Amendment Three to the 
Wholesale Power Contract between SKRECC and EKPC dated October 1, 1964, and as further clarified 
by a Memorandum of Understanding and Agreement Regarding Alternate Power Sources 
(“Memorandum of Understanding or MOU”), dated July 16, 2015. 

Specifically, we request your approval: 

1. To enter into the contract with Morgan Stanley Capital Group pursuant to Article VI, Section 6.5 (c)
of our Kentucky 0054-BD8-Wayne RUS Loan Contract dated November 1, 2016.

2. To deviate from Article VI, Section 6.13 (e) of our Kentucky 0054-BD8-Wayne RUS Loan Contract
dated November 1, 2016.  We intend to utilize a Master letter of credit to satisfy our collateral
requirements during the course of our contract.  This may require the issuance of a letter of credit that
could exceed the limitations noted in this section.

For your review, we are including the following documents. 

1. Three Copies of our Contract Agreement with Morgan Stanley Capital Group (One official copy and
two certified copies)
2. Board Resolution approving the contract
3. Amendment 3 to our Wholesale Power Contract with East Kentucky Power Cooperative Corporation
4. Memorandum of Understanding in conjunction with the Amendment 3 with East Kentucky Power
Cooperative Corporation

200 Electric Avenue 
Post Office Box 910 

Somerset , KY 42502-0910 
Telephone 606-678-4121 

Toll Free 800-264-5112 
Fax 606-679-8279 

www.skrecc.com 
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It is our hope that we have included all of the necessary documents to aid in your review of our request.  
Please note that we are seeking Kentucky Public Service Commission (“KYPSC”) approval 
simultaneously with our request to you.  All contract agreements with Morgan Stanley Capital Group 
are subject to receiving KYPSC and your approval. 

If any additional information is needed, please contact Michelle Herrman, Vice President of Finance.  
Her contact email is michelleh@SKRECC.com and phone 606-451-4337.   

We are very excited about this opportunity to provide lower cost energy to our members.  We look 
forward to your review and approval.  

Sincerely, 

Dennis Holt 
Interim President and CEO 

CC: Mike Norman, GFR 
       Ashley Welch, NRUCFC 
       Luke Gaines, CoBank 







See Application for these attachments.
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